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Nineteen hundred and seventy-seven was a __ 


year of transition, reorganization and - 
expansion. 


The-depressed furniture market and resultant. 
_ losses forced management to consider 


closing the furniture division or selling same. 


The most economical avenue was found to be 


a sale even though as part of the sale price 


Cantol received an investment of $260,000 in 


the purchasing company’s preferred stock. 


The transaction closed as at October 31,1977. 


The chemical operations remain profitable — 


regardless of the economic climate in Canada. . 


We are especially pleased with the progress 
made by your Company's United States sub- 
sidiary, thanks to the tireless efforts of their 
management team. As at October 22, 1977, 
Cantol Inc. acquired substantially all the as- 
sets of Amchem Corporation, distributors of 
industrial chemicals in Indianapolis, Indiana. - 
With this acquisition, a strong sales force and 
management joined your Company to in- 
troduce Cantol quality products into the Mid- 
west. In additon, plans were completed and a 
branch office opened in January, 1978 in 
Richmond, Virginia, furthering the openings 
into potentially lucrative markets. 
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Consolidated 
Statement of Earnings (Loss) 


For the year ended 
December 31, 1977 
(with comparative figures 
for 1976) 


Sales 
Operating costs and expenses 


Cost of sales, selling, general 
and administrative expenses, 
except for the following: 


Depreciation 


Interest 
Long term debt 


Other 


Earnings from continuing 
operations 


Loss from discontinued 
operations (note 3(b)) 


Earnings (loss) before 
income taxes and 
extraordinary items 


Income taxes (note 4) 
Current 


Deferred (reduction) 


Earnings (loss) before 
extraordinary items 


Extraordinary items (note 5) 
Net loss 


Earnings (loss) per share (based 


on weighted average shares 
outstanding) 
Continuing operations 


Discontinued operations 


Extraordinary items 
Net loss 


See accompanying notes to consolidated financial statements. 


1977 


$6,075,054 


5,461,113 
67,398 


44,501 
5,573,012 


502,042 


( 671,565) 


( 169,523) 


142,675 
( 4,900) 
137,775 


( 307,298) 
( 749,871) 
($1,057,169) 


$ 64 
( 1.27) 
( 1.54) 
($ 2.17) 


1976 


(Restated 
note 3(b)) 


$5,647,160 


4,816,988 
56,360 


6,442 
1,226 
4,881,016 


766,144 


( 271,581) 


494,563 


301,300 
13,200 
314,500 


180,063 
( 546,750) 
($ 366,687) 


Cantol Limited-Cantol Limitée 


Consolidated 
Balance Sheet 


Assets 


Current 


As at December 31, 1977 
(with comparative figures 


Investment in other company 
(note 7) 


Fixed 


Machinery and equipment 


Leasehold improvements 


Other — at cost, less amortization 


for 1976) 1977 
Accounts receivable $1,241,702 
Due from sale of discontinued 
operations (note 3) 442,115 
Inventories (note 6) 615,314 
Income taxes refundable 10,341 
Prepaid expenses and other 
assets 95,448 

2,404,920 
260,000 

Accumulated 

Cost Depreciation 
ou WO $206,418 146,292 
140,218 77,320 62,898 
$492,928 $283,738 209,190 
Goodwill 1,428,084 
Deferred charges (note 8) 74,635 
1,502,719 
$4,376,829 


See accompanying notes to consolidated financial statements. 


Auditors’ Report to the 
Shareholders of Cantol 
Limited-Cantol Limitée 


We have examined the consoli- 
dated balance sheet of Cantol 
Limited — Cantol Limitée as at 
December 31, 1977 and the 
consolidated statements of earn- 
ings (loss), contributed surplus, 
retained earnings (deficit) and 
Changes in.financial position for 
the year then ended. Our exami- 
nation was made in accordance 
with generally accepted auditing 
standards, and accordingly 
included such tests and other 
procedures as we considered 
necessary in the circumstances. 


1976 


$1,604,916 


1,207,842 
7,001 


124,568 
2,944,327 


259,140 
103,692 
362,832 


2,058,998 
69,455 
2,128,453 


$5,435,612 


In Our Opinion, these consoli- 
dated financial statements pre- 
sent fairly the financial position of 
the company as at December 
31, 1977 and the results of its 
operations and the changes inits 
financial position for the year 
then ended in accordance with 
generally accepted accounting 
principles applied on a basis 
consistent with that of the pre- 
ceding year. 


Soberman Isenbaum & 
Colomby 

Chartered Accountants 
Toronto, Canada 
March 28, 1978 


Consolidated 


As at December 31, 1977 
(with comparative figures 


Balance Sheet for 1976) 1977 1976 
Liabilities 
Current 
Bank indebtedness (note 9) $1,334,953 $1,121,464 
Accounts payable and accrued 
charges 777,075 O26 als 
Current portion of long term debt 19,032 81,677 
Dividend payable _ 48,295 
2,131,060 2,278,149 
Long term debt (note 10) 124,225 — 
Deferred income taxes 2,300 7,200 
Shareholders’ Equity 
Capital stock (note 11) 
Authorized: 1,500,000 common shares of 
$0.20 par value 
Issued: 493,205 shares 
(482,950 in 1976) 98,641 96,590 
Contributed surplus 2,685,695 2,661,596 
Retained earnings (deficit) ( 665,092) S92 070 
2,119,244 3,150,263 
$4,376,829 $5,435,612 


Approved on behalf of the Board 


SS 


Director 


Cole 


Director 


Cantol Limited-Cantol Limitée 


For the year ended 
December 31, 1977 


Consolidated Statement of (with comparative figures 
Contributed Surplus for 1976) 1977 1976 
Balance, beginning of year $2,661,596 $2,661,596 


Excess of proceeds over par 
value of common shares issued 

under employees’ stock option plan 

(note 11 (a)) 24,099 = 


Balance, end of year $2,685,695 $2,661,596 


For the year ended 
December 31, 1977 


Consolidated Statement of (with comparative figures 
Retained Earnings (Deficit) for 1976) 1977 1976 
Retained earnings, 
beginning of year $ 392,077 $ 815,582 
Net loss ( 1,057,169) ( 366,687) 
( 665,092) 448,895 
Deduct: dividend paid (together 
with tax on 1971 
undistributed income) == 56,818 
Retained earnings (deficit), end of year ($ 665,092) $ 392,077 


See accompanying notes to consolidated financial statements. 


For the year ended 
December 31, 1977 


Consolidated Statement of (with comparative figures iN ane 
Changes in Financial Position for 1976) note 3 (b)) 
Source of working capital 
Continuing operations 
(note 14 (a)) $378,365 $ 464,204 
Reduction in income taxes as a 
result of loss carry forward 9,500 19,800 
Issue of Common shares under 
employees’ stock option plan 26,150 — 
Net proceeds on sale of non- 
Current assets related to 
discontinued operations 107,504 106,021 
Note receivable repaid — 150,000 
521,519 740,025 
Use of working capital 
Discontinued operations 
(note 14 (b)) 605,311 172,888 
Goodwill acquired 57,304 — 
Deferred charges 53,988 79,845 
Net additions to fixed assets 61,459 hey AO 
172,751 232,009 
Less long term debt incurred on 
purchase of business and fixed 
: assets acquired ae. ie 124,225 — 
48,526 232559 
Investment in other company 260,000 eS 
Costs of plant shutdown — 549,467 
Reduction of long term debt _— ol Met fil 
Dividend paid (together with 
tax on 1971 undistributed income) _— 56,818 
913,837 1,093,405 
Decrease in working Capital ( 392,318) 353,380) 
Working capital, beginning 
of year 666,178 1,019,558 
Working capital, end of year $273,860 $ 666,178 


See accompanying notes to consolidated financial statements. 


Cantol Limited-Cantol Limitée 


Notes to Consolidated 
Financial Statements 


1. Summary of significant 
accounting policies 


2. Acquisition 


December 31, 1977 


(a) Principles of consolidation 

The consolidated financial statements include the 
accounts of the Company and its wholly owned 
subsidiaries. All significant intercompany accounts 
and transactions have been eliminated. Also 
included in the consolidated accounts are the 
operations of Momar (Canada) Limited and 
Canadian Permag Products Ltd., two wholly owned 
subsidiaries which were dissolved during the year, 
subsequent to their operations being transferred to 
the parent company. 


(b) Exchange translation 
The accounts of the Company’s U.S. subsidiary are 
translated into Canadian dollars on the following 
basis: 
( i) Current assets and current liabilities at the 
year end rate of exchange, 
( ii) Other balance sheet accounts at historical 
rates of exchange, and 
(iii) Income and expenses (except for 
depreciation) at the average rate for the year. 
The exchange gain of $40,000 arising from such 
translation has been reflected in earnings from 
continuing operations. 


(c) Inventories 
Inventories are valued at the lower of cost (ona 
first-in, first-out basis) and net realizable value. 


(d) Depreciation 
Depreciation is provided in the accounts on the 


On October 22, 1977 the Company (through its U.S. 


subsidiary, Cantol Inc.) acquired the business and 
assets and assumed the liabilities of Amchem 
Corporation, a distributor of industrial chemicals. 
The acquisition has been accounted for ona 


straight line method over the estimated useful lives 
of the fixed assets, as follows: 


Machinery and equipment — generally 

8 to 10 years 

Leasehold improvements — over the unexpired 
terms of the leases. 


(e) Goodwill 

Goodwill amounting to $1,371,019 arising on 
acquisitions prior to 1974 is recorded at cost without 
amortization. Goodwill arising on acquisitions 
subsequent to 1973 is being amortized over 40 
years. If it subsequently becomes apparent that 
there has been an impairment in value, it will be 
appropriately written off against earnings. 

During the year, goodwill of $687,979 (arising prior 
to 1974), relating to the furniture manufacturing 
business sold, has been written off (note 5). 


(f) Deferred charges 
Certain costs related to major new activities of the 
U.S. subsidiary are being amortized on a straight 
line basis, as follows: 


Preproduction and start up costs — 
over 3 years 

Customer lists and acquisition costs — 
over 5 years 


Research and development costs of a continuing 
nature are charged to earnings in the year in which 
they are incurred. 


purchase basis and the results of operations, which 
did not significantly affect earnings, have been 
consolidated since the date of acquisition. Details of 
this acquisition are as follows: 


Fair value of net assets acquired: 


Cash 


Working capital _ $ 65,280 
Fixedassets 19,450 
Customer lists and acquisition costs 53,988 
i ; 138,718 
Long term debt assumed =a 22,054 
= sed : : 11 6,664 
Goodwill acquired 57,304 
$173,968 

Consideration given: 
$ 69,034 
Note payable (note 10) 104,934 


$173,968 


3. Disposal 


4. Income taxes 


5. Extraordinary items 


6. Inventories 


7. Investment in 
other company 


8. Deferred charges 


(a) Effective October 31, 1977 the Company sold 
substantially all of the assets related to its furniture 
manufacturing division for a price of $952,040. 
Consideration for the sale was as follows: 

( i) Shares in 368579 Ontario Limited 


(b) The operating results of this division for the years 
1977 and 1976 have been accounted for as 

discontinued operations and are shown separately 
as asingle item “loss from discontinued operations”. 


(the purchaser) (note 7) $260,000 
(ii) Liabilities assumed by the 
purchaser 159,963 
(iii) Balance due (including $442,115 
received subsequent to 
December 31, 1977) DOL OLE 
$952,040 
Statement of Discontinued Operations 
TOG 1976 
Sales $1,118,018 $2,989,728 
Cost of sales, selling, general 
and administrative expenses 
except for the following: 1:685,521 3,135,640 
Depreciation 17,854 41,693 
Interest 86,208 83,976 
1,789,583 3,261,309 
Loss from discontinued operations $671,565 $ 271,581 


The companies are subject to income taxes on an 
individual, rather than a consolidated basis. The 
provision for income taxes and the extraordinary 
tax credit are related to the profits of certain 


approximately $2,030,000 available for deductions 
against future years’ profits. These loss carry 


forwards expire as follows: 


The investment in 368579 Ontario Limited 
(operating as Flexsteel Industries (Canada)) 
represents partial consideration taken back on the 
sale of the furniture manufacturing division (note 3). 
It consists of three classes of 10% preferred shares 
(at a par value of $1.00 each), of which 25,000 
shares represent 50% of the voting rights of this 


These consist of: 


SOE 1980 $ 380,000 
subsidiaries. The parent company has incurred 1981 690,000 
losses against which future income tax recoveries 1982 930,000 
have not been recognized. As at December 31, Beyond 1982 30,000 
1977, the parent company has loss carry forwards : $2,030,000 
for income tax purposes aggregating 
These consist of: 
1977 1976 
Loss on sale of discontinued operations 
(including goodwill written off of $687,979) ($759,371) $ ae 
Reduction in income taxes as a result 
of loss carry forward 9,500 19,800 
Loss on plant shutdown — ( 566,550) 
($749,871) ($546,750) 
These consist of: 
1977 1976 
Raw materials and work in process $360,093 $ 918,255 
Finished goods PASE esr 289,587 
$615,314 $1,207 842 


company. The investment is carried at cost because 
the shares are redeemable at the option of 368579 
Ontario Limited. The redemption requires the 
approval of certain secured lenders of the 
aforementioned company, and there are also 
limitations on dividend payments. 


1977 1976 

Preproduction and start up costs $22,446 $37,410 
Customer lists and acquisition costs 52,189 — 

Past service pension benefits == 32,045 

$74,635 $69,455 


Cantol Limited-Cantol Limitée 


9. Bank indebtedness 


Bank indebtedness is secured by accounts recelv- 
able. In addition, all other tangible assets of the U.S. 


subsidiary are pledged as security for its bank loan. 


10. Long term debt 


1977 1976 
Notes payable 
Without interest, due 1981 (less allowance 
of $19,500 as imputed interest at 7%) (a) $104,934 $ — 
10% to 13%, due 1980 26,324 — 
Repaid during 1977 — 81,677 
143,257 81,677 
Less: principal payments due within one year 19,032 S1677 
$124,225 $ — 


(a) The note payable may be reduced should the 
pre-tax earnings of this division not reach specific 
levels during the three year period ending 
December 31, 1980. 


(b) Payments required to retire long term debt are as 
follows: 


1978 $19,032 
1979 56,702 
1980 34,923 
1981 32.600 


11. Capital stock 


12. Remuneration of 
directors and 
senior officers 


13. Commitments and 
contingencies 


14. Changes in 
financial position 


(a) During 1977, 10,255 common shares were 
issued under an employees’ stock option plan at 
$2.55 per share. Of the $26,150 cash consideration 
received, the premium of $24,099 was credited to 
contributed surplus and the par value of $2,051 to 
capital stock. 


(b) As at December 31, 1977, 11,200 common 
shares were reserved for possible issue under an 


The total remuneration paid by the Company and its 
subsidiaries to its directors and senior officers was 
$436,200 in 1977 and $382,400 in 1976. 


(a) Long term leases 

The Company is committed under long term leases 
with various expiry dates to 1984. Minimum rentals 
(exclusive of taxes, insurance and maintenance 
costs) for the next five years under these leases are 
approximately $130,000 annually. 


(b) Contingent liability 
The-Company has guaranteed the bank loan of 


executive employees’ stock option plan which was 
established in 1975. The stock options are 
exercisable in cumulative annual instalments of 
2,240 shares at $3.20 per share within a five year 
period ending April 14, 1979. The exercise of the 
outstanding options would not have had a dilutive 
effect on earnings (loss) per share in 1977 or 1976. 


368579 Ontario Limited to a maximum of $400,000. 
The guarantee is to be reduced by $175,000 pena- 
ing finalization of a substitute guarantee by an 
independent governmental authority. As at 
December 31, 1977 the amount of this bank loan 
was $72,000. 


ae Badin waae x” ’ ee a 1976 

(a) Source of working capital ee 

Earnings from continuing operations $502,042 $766,144 

Income taxes 186,175 371,500 
315,867 394,644 

Add (deduct) items not requiring 

working capital 

Depreciation 67,398 56,360 

Deferred income taxes (4,900) 13,200 

Working capital from continuing 

operations $378,365 $464,204 

(6b) Use of working capital wg 

Loss from discontinued operations $671,565 $271,584 

Income tax reductions ( 48,400) ( 57,000) 
623,165 214,581 

Deduct depreciation, not requiring 

working capital 17,854 41,693 

Working capital applied to 

discontinued operations $605,311 $172,888 
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